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The
Practicing
CPA

SEPTEMBER 1986

An AICPA publication for the local firm

PURCHASING A SMALL PRACTICE: THE WAY TO GROW QUICKLY
One of the best kept secrets for achieving rapid
growth, especially for sole practitioners and small
CPA firms, is the purchase of an accounting/tax
practice. Just scanning the classified advertising
sections of our professional journals reveals that
there are practices for sale, but gaining a knowledge
of the mechanics involved in successfully purchas
ing a suitable practice is not so easy. Readers might
therefore be interested in my experience of purchas
ing two practices. But first, my background.
After becoming a CPA and working for others,
both in public accounting with a large firm and as a
school’s business manager, I began in 1968 to build a
tax and accounting practice on a part-time basis.
This second job, occupying evenings and weekends,
centered on earning additional income primarily
during tax season.
In 1981, my client base numbered 130, composed
mostly of individuals for whom I prepared income
tax returns. I had a dream of opening my own CPA
firm on a full-time basis, but I knew that it would
take too long to develop this by the normal method
of referrals. Then I happened to see an advertise
ment in the local newspaper for a small account
ing/tax practice that was for sale. Not only did my
subsequent purchase of this practice work out well
for me, but it was also the key to realizing my goal of
operating a CPA practice on a full-time basis.

The steps involved
The first step in making such a purchase is to decide
exactly what type of practice is desired. It would be
impractical, for example, for a sole practitioner who
does not want to employ other professionals, to pur
chase an audit practice with many calendar year
ends. A better choice might be a small tax practice
that cranks out individual returns on an assembly
line basis. Age is another consideration. Perhaps the
seller wishes to retire, and the practice mostly con
sists of clients in the same age bracket. These are the

sort of details to find out when initially responding
to an advertisement.
In most cases, the sellers have one thing in mind,
that is, to obtain top dollar for their accounts. This
usually means that they must feel that the buyer is
right for their clients so that high earnings will
result.
At the initial meeting, you should be furnished
with a list of fees received from individual clients
(without the names of the clients) during the past
year, and showing the type of work generating the
fees. Many sellers prepare a list such as the one on
the following page.
By the end of this meeting, you should know the
reasons why the practice is for sale, what type of
practice it is, the mix of clients (individuals, busi
nesses, clients’ ages, etc.), what the biggest problems
are in administering the practice; and you should
have formed an opinion as to the seller and his or her
integrity. Also, don't forget to note if a few clients
account for a large proportion of the gross fees.
How much is the practice worth?
Let’s say that you and the seller feel comfortable
with each other and that you would like to take over
the practice. How much is it worth?
Most practices sell for a multiple of one year’s
gross fees earned by the purchaser. The multiple
used in the first practice I bought was 125 percent of
the first year’s gross fees. A down payment is needed,

What's Inside ...
□ Competing for small-business clients, p.3.
□ MAP and small firm conference reminder, p.4.
□ Firm administrators conference reminder, p.5.
□ Planning required for personal financial plan
ning services, p.6.
□ AICPA personal financial planning division
established, p.6.

2

purchase price will be allo
cated in the contract to
reflect one-half for the
restrictive covenant and
Fees
one-half for goodwill. (Since
Earned
the buyer and seller are at
Client
Entity
1985
Description
opposite ends for benefits, a
50-50 split is the best com
Tax preparation
A
Individual
$ 200
promise.) The restrictive
B
Corporation
2,800
Monthly accounting and
covenant will result in ordi
quarterly tax payments
nary income to the seller,
C
Partnership
1,000
Annual tax returns—
and goodwill will be capital
real estate rentals
gain. The buyer will have to
*
*
*
*
*
*
*
*
carry goodwill as an asset
without its being amortiza
175 total
$50,000 total
ble for tax purposes. If other
assets are purchased, a sepa
rate value will have to be
placed on them.
and the balance is usually paid over a few years with
Be sure to include a statement that the seller will
interest. The risk to the purchaser, of course, is that a
be available as often as needed to answer questions
significant number of clients will not be retained
for a period of one year. Most sellers wish to include
after the first year. Based on my experiences, I
a clause stating that if the purchaser dies or becomes
believe this occurrence to be unlikely.
disabled before performing the work, a minimum
Prior to signing the purchase agreement, I recom
amount is due (usually the first years gross). Pur
mend spending a full day with the seller reviewing
chasers should therefore insure themselves against
files and making notes of any peculiarities relating
this possibility by taking out a life insurance and
to individual clients. Make notes, for example, of
disability policy.
name pronunciations, nicknames, and probable
future events, such as a client's receiving a substan
Two case studies
tial inheritance in the coming year. Check files for
In 1981, when I purchased a tax and accounting
clarity, neatness, and review trails. Be satisfied that
practice from a sole proprietor located in downtown
the seller is competent and that the work performed
Denver, I had already established my part-time
conforms to your standards.
practice approximately eleven miles to the south
If you have an established office in a different
east.
location, in the suburbs, for example, and the seller
The seller wrote to the clients, explaining his
is downtown, find out where most of the clients are
retirement from practice and introducing me. I fol
situated. Try to determine if they will be willing to
lowed up with an introductory letter stating that I
work with you in your location.
would maintain the sellers fee schedule for the

HOW THE FEES ARE EARNED

The purchase agreement
Make sure that the contract has a covenant restrict
ing the seller from engaging in similar work within
a specified radius of your location for a given
number of years. The restrictive covenant can be
amortized by the purchaser over its life. Usually, the

upcoming year. We both made personal visits to
the larger clients, and I telephoned all who were
not visited. The actual statistics were as follows:
Estimated first year fees: $31,000 x 125% = $38,750
(goodwill = $ 19,375 ; restrictive covenant
= $19,375). Actual first years fees: $22,716 x 125%
= $28,395.
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Of the 130 clients purchased, 100 used my services
the first year, and the fees earned were 73 percent of
estimate. In 1986, I will earn $42,000 from the cli
ents who have remained and the referrals that have
resulted from this source.
In late 1985,1 purchased the practice of a non-CPA
tax preparer who was moving to California. There
were 57 clients, and the seller estimated 1986 tax
season earnings at $7,000. He originally desired to
sell the practice for $7,000 cash, but I persuaded
him to accept 100 percent of the 1986 tax seasons
gross fees, payable over two years.
I prepared returns for 52 of the clients and some
referrals, and actual fees totaled $8,803. In addition,
I billed $1,917 for non-tax services, and, although
this was not part of the sale agreement, I paid the
seller 10 percent of this amount. I am still the only
professional in my practice although, as a result of
the purchases, I now have 350 clients. I have
achieved my main goal, which was to work as a sole
proprietor, grow to where I would be busy all year
round, and still be able to service all my clients
myself. □
—by Lawrence Sanders, CPA
Denver, Colorado

Symptoms of a Problem Loan
Before granting a loan, financial institutions
want to know how safe it is and will analyze a
company’s financial statements to avoid poten
tial repayment problems. So clients seeking
funds for business may be interested in know
ing what a financial consultant views as the
major symptoms of a problem loan.
As reported in Robert Morris Associates’
Commercial Lending Newsletter, an article by
Dennis McCuistion in the March 1986 issue of
Texas Banking lists these symptoms: a deterio
ration in the cash position, a slowdown in
receivables collection, a slowdown in inven
tory turnover, new noncurrent assets, a dis
proportionate rise in current debt, an increas
ing debt to worth ratio, a declining current
ratio, a declining gross profit margin, increas
ing sales and stagnant profits or losses,
increases in overhead, and nonreconciling
equity accounts.

Competing Successfully
for Small-Business Clients

□ Make certain that clients are aware of the full
range of services the firm can provide.
Two essentials for operating a successful small-busi
Clients must perceive that costs are reasonable for
ness practice are retaining current clients and
all services provided. The survey indicates that dis
attracting new ones. To do this, given the current
satisfaction over fees is the primary reason for
intense level of competition for small-business cli
changing CPA firms. To prevent such misconcep
ents, it is necessary to analyze and understand their
tions, firms should make clients aware of their fee
needs, expectations, and concerns.
structure (hourly rates for types of services) and
The following suggestions for competing suc
number of hours budgeted and/or charged for a par
cessfully in this market are based on a recent survey
ticular job. Clients are then able to intelligently
of 130 small-business clients of accounting firms of
evaluate the reasonableness of the fees they are
different sizes. Because of differences among busi
billed.
nesses, however, the suggestions should be viewed
Clients are also likely to become dissatisfied if
as general guidelines that may not be applicable in
they think they are not being provided with highevery situation.
quality services. Again, this is often a matter of
perception, rather than of actual poor quality. Sug
Retaining current clients
gestions for improving the way services are per
The factors leading the surveyed clients to dismiss
ceived include
accounting firms suggest that the following actions
□ Presenting clients with neat, accurate reports,
should be included in a CPA firm’s client-retention
tax returns, etc. Often, clients see only the final
strategy:
product and form their opinions about quality
□
Create a perception of reasonable fees.
on the physical appearance of a report or
□
Create a perception of high-quality service.
return.
□
Let clients know they are important to the firm.
□ Clearly indicating the limitations of advice
□ Maintain reasonable turnaround time for ser
given. Clients must be made aware of potential
vices.
situations that could make these suggestions
Practicing CPA, September 1986
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unsound. Taking these precautions should pre
vent clients from erroneously concluding that
they were poorly advised.
□ Having adequate knowledge of the client’s busi
ness. Failure to do so will lead a client to lack
confidence in the CPA’s ability to provide ade
quate services.
□ Notifying clients of new laws and regulations
that affect them. Doing this will demonstrate
one's knowledge and concern for the client.
□ Performing services in a professional manner,
especially when working at a clients place of
business. Professionalism in both appearance
and work performance is essential.
Clients must believe that they are of the utmost
importance to their accounting firm. Indeed, the
second most frequently cited reason for changing
firms is that the predecessor firm failed to demon
strate an interest in the clients business. Specifi
cally, respondents mentioned the inaccessibility of
key CPA firm personnel, failure to return phone calls
on a timely basis, and high turnover of CPA firm
personnel assigned to their engagement.
There are many useful techniques for improving
client relations, particularly regarding the points

MAP and Small Firm Conference
Reminder
There is still an opportunity for practi
tioners who are interested in hearing their
peers' ideas and experiences to attend the
remaining 1986 conferences developed by
the AICPA management of an accounting
practice committee.
The Small Firm Conference will be on
September 18-19 at the Waverly Hotel in
Atlanta, Georgia. Discussion topics include
practice development, entrepreneurship,
specialization, developing personal finan
cial planning services, and dealing with
time, troubled employees, and the firm’s
computer.
The Practice Management Conference
will be on November 10-12 at Tapatio Cliffs,
Phoenix, Arizona. Topics include partner
evaluation, situational leadership, manag
ing for profit, structuring the firm for busi
ness development, partner communication,
and using an annual business plan.
For registration information, contact the
AICPA meetings department: (212)
575-6451.

Practicing CPA, September 1986

mentioned above. For example, always return
phone calls in a timely fashion. When this is impos
sible, arrange for an associate to return the call to
explain the delay and to respond to any questions.
And remember to maintain contact with clients
throughout the year, not just at audit or tax time.
It is essential that everyone in the firm, from the
telephone operator on, recognize that it is a service
business and the services must be delivered

Clients must believe they
are important to
their accounting firm.
promptly and politely. Many clients never visit their
accountant's office. They know it only through con
tact with the audit staff, the operator who answers
the telephone, and through the written reports that
are sent out by the report department. These last
two areas must be carefully monitored to assure
that the accounting firm is properly perceived. The
importance of the telephone operator’s handling of
calls can’t be stressed often enough.
Clients should always be informed when the
major responsibility for a service is assigned to a
different person. The advantages of such reassign
ments can be explained so that clients realize the
accounting firm is acting in their best interests, not
its own. Don’t let clients feel they are being used as a
training ground for new staff.
Setting a mutually acceptable completion date
for services rendered establishes the boundary sepa
rating acceptable from unacceptable time. When
circumstances make it impossible to meet a dead
line, notify the client at the earliest possible date.
Although these occurrences should be rare, it is bet
ter to change the completion dates than to fail to
meet a deadline or, even worse yet, to meet dead
lines by performing substandard work.
To prevent the perception that needed services are
not available, let clients know about all of the ser
vices your firm can provide. Available services can
be described by direct communication with clients
or through the distribution of pamphlets and bro
chures. Additionally, when clients are not receiving
a service that could benefit them, they should be so
informed. It is inexcusable for CPA firms to lose
clients because of the clients’ wrongly held percep
tion that the firms cannot provide a particular ser
vice. In situations where a required service is not
available, another CPA firm may be recommended
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while special efforts are made to retain the client for
those services your firm can provide.
Attracting new clients
The factors that are important to current small
business clients will be significant to prospective
clients as well. Before you can attract new clients,
though, you must make certain that current clients
are satisfied with your firm. Their recommenda
tions are instrumental in establishing a firms repu
tation for high-quality work, competitive fees, and
capability in a wide range of services.
The process of identifying prospective clients’
needs facilitates the development of a marketing
strategy that addresses key issues and any concerns
potential clients might have about your firm. Much
of the information you need to know in this regard
can be obtained from sources such as trade journals,
local media, and other firms in the same line of
business. Such an approach to communicating with
prospects ensures that important information is
neither overlooked nor misunderstood.
The next step, of course, is to let these prospects
know that your firm is able to meet their needs. This
can be accomplished both indirectly and directly.
Indirect communication through referrals and
general advertising might fail to address the pros
pects’ specific requirements and so won’t neces
sarily improve your firm’s chances of attracting new
clients. Direct communications, written proposals,
and personally informing prospects about the firm’s
ability to meet their needs are more effective.
The written proposal should clearly and concisely
describe the manner in which the firm plans to meet
the prospect’s requirements—nothing more. This

Communication
and service are the keys to
client satisfaction.
should be followed by an oral presentation delivered
by a key person who is thoroughly familiar with the
prospect’s business. This presentation should be
structured to ensure that the written proposal is
fully understood and that any unclear issues are
clarified.
Brochures are used by many firms to convey infor
mation about their range of services. If they are well
prepared, they can create a favorable impression of
quality work and illustrate the advantages a par
ticular firm can offer.
Prospective clients must also be assured of con

tinued access to key CPA firm personnel. This must
not be an empty promise because, if it is, not only
will the firm's chances of retaining the client be
jeopardized, but also its reputation.
Finally, it is essential to convince prospective cli
ents that your firm's fees are reasonable. Reasonable
fees are not necessarily low fees. The survey indi
cates that clients are just as interested in receiving
quality services as they are in the cost of them. As
with current clients, if prospects are made aware of
the firm’s fee structure and the time required for
various services, they will be able to evaluate the
reasonableness of fees. Keep in mind that each
prospective client is a unique entity; your firm’s
marketing strategy should therefore be tailored to
each one’s specific needs and expectations. [7]
—by R. Mark Alford, CPA, Ph.D.
Department of Accounting and Information Systems
College of Business Administration
University of Texas at San Antonio, and
James D. Cashell, CPA, Ph.D.
Department of Accountancy
School of Business Administration
Miami University
Oxford, Ohio

Firm Administrators Conference
Reminder
Helping participants develop the skills
needed in effective firm administration is
the objective of the AICPA Firm Admin
istrators Conferences which will be held on
□ November 17-18 at the Vista Interna
tional Hotel, New York, N.Y.
□ December 8-9 at the Westin Hotel Utah,
Salt Lake City, Utah.
The programs, consisting of 50-to-70 minute
presentations and discussion groups, will
focus on the needs of the CPA firm in the
future and what the firm administrator
should be doing to be ready; the role of the
firm administrator in billing and collection;
and how the firm administrator can com
municate with both the managing partner
and the newest staff member. In addition, a
managing partner and a panel of firm
administrators will examine their
respective roles and the relationships that
contribute to a successful firm.
For registration information, contact the
AICPA meetings department: (212)
575-6451.

Practicing CPA, September 1986
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The Planning Needed When Providing
Personal Financial Planning Services
Many successful CPAs are thinking of expanding
their practices by providing comprehensive per
sonal financial planning services. Prior to moving
forward, however, practitioners should carefully
evaluate the many facets of this service area.
For example, CPAs who rush to buy computer
hardware and software or subscribe to a service
bureau, and believe that these steps will enable
them to deliver quality financial planning services,
may be less than satisfied with the results. In fact,
responding to any promotional material that mini
mizes the complexities involved in gaining the req-

AICPA Personal Financial Planning
Division Established
The personal financial planning division of the
AICPA—authorized by Council in May 1986—
has been established for those CPAs who have
an interest in personal financial planning. The
division will provide opportunities for its
members to share special knowledge,
exchange experiences and ideas, enhance prof
itability, and expand their competence in the
personal financial planning field, and to com
municate this to the public.
The AICPA personal financial planning divi
sion is part of the Institutes structure, and its
establishment will increase professional and
public recognition of the preeminent role of
CPAs in providing these services. Membership
is voluntary and is open only to Institute mem
bers. Annual dues for 1986-87 (August 1 to July
31) are $100. For more information, contact
Phyllis Bernstein at the Institute: (212)
575-3899.

uisite competency to provide these services is likely
to result in disappointment.
The key to having a successful financial planning
practice is to keep doing what you have been doing
and to blend in more financial planning services as
your competency in this area grows. Some CPAs
have geared up in as little as three to six months,
while others are still evaluating the potential of this
emerging sector of our profession.
The essential first step is to develop a business
plan for adding personal financial planning to the
services the firm already provides. This plan should
Practicing CPA, September 1986

address goals and objectives, and the financial and
human-resource requirements. The traditional ele
ments of a business plan should be included as well
as the specific areas of interest to the people who
will be the financial planners.
The plan should address both the strengths and
the weaknesses of current personnel and present
and future practice management issues. It should
also contain an "action plan” to guide CPAs in the
establishment of a successful personal financial
planning practice.
The elements of a plan
Each firm’s business plan will be unique; nev
ertheless, most will address issues such as the firm’s
philosophy and specific objectives. Each plan
should also have a section describing the personal
financial planning services the firm intends to pro
vide and the market segment to which it intends to
direct its efforts.
There should be a review of current staff to deter
mine suitability to provide these services. Selection
of an individual would be based on relevant experi
ence, aptitude, maturity, and leadership abilities.
Firms might also consider hiring a "generalist" to
complement current personnel.
Partners must feel comfortable that the appropri
ate level of competency to provide these services
either currently resides in the firm or else can be
achieved. They must decide which CPE courses and
programs are necessary and who will attend. The
partners might also consider whether professional
qualifications and memberships ancillary to the
CPA profession, such as Certified Financial Planner
(CFP), the International Association for Financial
Planning (IAFP), the Institute for Certified Financial
Planners (ICFP), the National Association of Per
sonal Financial Advisors (NAPFA), and undergradu
ate and graduate programs are appropriate They
must also decide to which publications and newslet
ters they should subscribe. Membership in the
AICPA personal financial planning division will be
one useful method of staying abreast of current
developments.
In addition to deciding on the detail and structure
of the plan to be rendered (and whether it should be
computer-generated), other issues the partners
must consider are the type of engagement letter that
is appropriate for the firm, and what form of trans
mittal letter and compilation report will be used.
The partners must reach a consensus on the cost/
quality trade-offs inherent in personal financial
planning services, and decide whether they will be
comfortable with a different interpretation of
quality. They must also consider the importance of
independence and objectivity versus the potential
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Survey of Relevant AICPA Literature*

Literature
AR 100.01
and 100.04

General Description
These paragraphs of SSARS (AR) no. 1 require a CPA to compile or review
unaudited financial statements submitted to a client. Financial statements are
defined, for the purposes of the SSARS, to include those of an individual.

[An exposure draft of a proposed SSARS would modify SSARS (AR) no. 1
requirements for personal financial statements included in personal financial
plans.]
ET 201

This Ethics Rule presents the general standards of the profession, which apply to
any type of professional engagement.

ET 54.03,
503 and 591.333

These paragraphs of the Ethics section are designed to prohibit the acceptance of a
commission from a vendor for recommending that vendor’s product or service.

ET 504
and 591.359

According to these Ethics paragraphs, a member of the AICPA who is engaged in the
practice of public accounting shouldn’t concurrently engage in any business or
occupation that would create a conflict of interest in rendering professional services.

ET 91.05-.06

These Ethics paragraphs distinguish between financial statements and incidental
financial data. If a financial plan is deemed to include financial statements, then the
CPA must follow the requirements of SSARS no. 1 and SOP no. 82-1.

ET 201E
and 201-2

If a financial plan includes prospective information, the CPA may be subject to the
reporting and disclosure requirements of these Ethics paragraphs. Basically, they
prohibit the CPA from vouching for the achievability of prospective data and require
the disclosure of the major assumptions underlying the data and the CPA’s degree of
responsibility for the data.

MS 11.01-.07

Many accountants believe a financial planning engagement is the same as or
equivalent to an MAS engagement. Accordingly, the CPA should be familiar with
these MAS standards.

SOP no. 82-1
and the AICPA’s
Personal Financial
Statements Guide

These documents contain accounting and financial reporting guidelines for financial
statements of an individual. If a plan includes financial statements, the statements
should conform to these guidelines.

TX 181.01-.05

Most financial planning engagements, if not all, offer some type of tax advice to the
client. The CPA should be familiar with this guidance about giving tax advice to
clients.

*Except for the AICPA’s Personal Financial Statements Guide, these documents can be found in AICPA Professional Standards
and in AICPA Technical Practice Aids. These three volumes are reprinted from the loose-leaf edition, which is published by
Commerce Clearing House (Chicago).
Source: Journal of Accountancy, May 1985.

conflict of interest if the firm acts as or has special
relationships with a
□
Syndicator.
□
Broker dealer.
□
Registered representative.
□
General partner.
In addition, the firm must ensure that it develops
and maintains adequate knowledge of the personal

financial planning product market, and that it is
committed to helping clients implement such a
plan.
Regulation
Firms that are considering offering personal finan
cial planning services must determine what steps
need to be taken to understand their liability insur
Practicing CPA, September 1986
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ance coverage, and what steps are needed to make
sure that they are in compliance with federal and
state security laws (including seeking legal counsel).
The new AICPA publication Personal Financial
Planning Practice Aid no. 1, Issues Involving Regis
tration Under the Investment Advisers Act of 1940,
would be helpful reading for practitioners who need
to understand this area.
The final part of the plan for adding personal
financial planning services to the firms roster of
services should cover the appropriate marketing
efforts. This may well be the most important key to
success. The marketing plan might include but not
be limited to newsletters, surveys, seminars, and
workshops.
Then, based on the practice development pro
grams and techniques selected, the total costs
should be determined. Firms should also forecast
the probable effects on market share, that is, on
retaining/gaining/losing clients as a result of per
sonal financial planning activities, and the down
side risks associated with investing in expanding
these services.
After considering the many complex issues that
need to be addressed, the firms partners should

American Institute of Certified Public Accountants, Inc.
1211 Avenue of the Americas
New York, N.Y. 10036

then specifically set realistic goals for the proposed
new services. Losses should be expected during the
start-up phase, as with any business venture. The
short-term investment in human and financial
resources should benefit the prudent CPA firm, how
ever, because many positive elements flow from
offering clients services they need and want and for
which they are willing to pay.
The major consideration for CPAs is not whether
they will become more involved in their clients’
receiving personal financial planning services, but
when. The message is clear if you listen carefully to
your clients—they are seeking a "trusted adviser,”
and they will find that adviser either in your prac
tice or somewhere else.
With the key “when" and not "if," you can shorten
your learning curve and expedite your move into
providing personal financial planning services by
seeking help from others. (The more painful alter
native is to plan from scratch.) Paying the appropri
ate attention to planning your firm’s “planning
practice" increases your probability of success. □
—by Howard Safer, CPA, and
Cori Dodson, CPA
Nashville, Tennessee
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